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The Evaluation of Alternatives to Commodity Donation in the National

School Lunch Program was a large undertaking involving the work of persons
from several public agencies and private organizations, and the cooperation of

-- food service personnel in school districts across the country. While there is
not space here to thank every person who has contributed to the study, we want
to acknowledge the support and contributions of several groups and
individuals.

Special thanks are due to the School Food Authority managers in each
of the 96 school districts participating in the demonstration. The results

-- from this study are useful largely because of the commitment that the School
Food Authority manasers have to the National School Lunch Program, because of
the enthusiasm they brought to the demonstration, and because of their eager-

_ ness to implement faithfully the demonstration and to provide high-quality
data for the evaluation in a timely fashion. State Distributing Agents in the
29 states with school districts in the study also gave generous amounts of
their time to the evaluation.

Members of the evaluation's External Advisory Panel gave their time
and considerable expertise for review of plans and reports. These persons

-- are:

· Gertrude Applebaum, Director of Food Services, Corpus
Christi Independent School District and Past President of
the American School Food Service Association;

® Ernest Berger, Chief, Bureau of Donated Foods, New York
State Office of General Services and Past President of the

National Association of State Agencies for Food Distribu-
tion;

_ · J.W. Chloupek, Millard Warehouse and past Nebraska State

Distributing Agent, Omaha, Nebraska;

· Thomas Cook, Professor of Psychology, Northwestern
_ University;

· Susan Fridy, Director of Consumer and Nutrition Programs,
National Milk Producers Federation;

· Michael Giuffrida, President, Giuffrida Associates;

· Janet Jenkins, Director of Merchandising and Education,
United Fresh Fruit and Ve$etable Association;

· Eleanor Josaitis, Associate Director, Focus: HOPE;

· Gordon King, Professor of Agricultural Economics, Univer-
-- sity of California;
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· Ruth Kobell, Legislative Assistant, National Farmers
Union;

· Michael Licata, President, International Foodservice

Manufacturers Association;

· Richard Light, Professor of Education & Public Policy,

Harvard University;

· J.B. Penn, Principal Economist, Economic Perspectives,
Inc.;

· Richard Reed, Chief, Bureau of School Food Management and
Nutrition, New York State Education Department;

· Roger Sharpe, Director, Executive Branch Liaison, National
School Boards Association;

· Louis Sabatasso, President, Sabatasso Foods, Inc.;

· Dennis Stewart, Regional Director, Food Distribution Pro-

gram, Western Region, U.S. Department of Agriculture;

· Jean Walbrecker, National Cattlemen's Association; and

· Roberton Williams, Jr., Congressional Budget Office.

Staff of the Office of Analysis and Evaluation, Food and Nutrition

Service, U.S. Department of Agriculture had major responsibility for coordina-
ting the work of the several groups involved in the study. Michael Puma was

responsible for monitoring the evaluation of the demonstration while John

Endahl and Ronald Vogel were responsible for monitoring the demonstration pro-

ject. Special thanks for helping us understand the operations of the Commodi-
ty Donation Program are due to Jerry Stein and to several other members of the

Food Distribution Division, as well as to staff of the Agricultural Marketing

Service, the Kansas City Field Office, and the Agricultural Stabilization and

Conservation Service. Many staff within each of the Food and Nutrition Ser-
vice Regional Offices also made important contributions to the evaluation.

Several groups worked with the Office of Analysis and Evaluation to

conduct the study. As demonstration contractor, Virginia Polytechnic Insti-

tute and State University was responsible for demonstration operations and for
the collection of data on food purchases, commodity donations and inventor-

ies. Key staff at Virginia Tech include Theodore Cromack, Nita Bearer, Ann

Hallawell, Janice Kroeger, David Mitchell, Maureen Murphy, Amy Obradovic, Ken

Offerman, Gall Peed, Diane Pierce, Cherie Root, and Laurie Rudolph. As evalu-

ation contractor, Abt Associates Inc. was responsible for the collection of

data on program costs and operations, for data analysis, and for the prepara-
tion of evaluation reports. Key staff include Robert St.Pierre, David Deal,

Charles Fairchild, Frederic Glantz, Janine Kendall, Jean Layzer, Ellen Lee,

Marl Morgen, Athanasios Orphanides, Jeffrey Pearce, Karen Shershow, Deborah

Welch, and Jean Wood.

Several additional persons contributed to portions of the evaluation

including Miles Rogers at System Development Corporation; Lynn Daft and Don
Westfall at Abel, Daft and Earley; and Jim Zellner and Larry Traub at the

Economics Research Service of the U.S. Department of Agriculture.

ii



TABLE Of cO]_l'E_rs

-- Pa_e

ACKNOWLEDGEMENTS....................................................... i

LIST OF EXHIBITS ....................................................... ix

EXECUTIVE SUMMARY...................................................... xiii

OVERVIEW OF REPORTS IN THE SERIES ...................................... xxi

GLOSSARY ............................................................... xxi[[

-- CHAPTER ONE: BACKGROUND AND EVALUATION DESIGN 1!elleeeleelleeleeleeeee

HISTORICAL OVERVIEW OF THE
- COMMODITY DONATION PROGRAM 1eee®ee®eeeeeeeeeeeeeeeeee

OPERATIONS OF THE COMMODITY DONATION PROGRAM ....... 3

-- THE DEMONSTRATION PROJECT 7eeleeeeleeeeeeeeeeee®eeeee

EVALUATION DESIGN .................................. ll

CHAPTER TWO: EFFECTS OF THE CASH AND CLOG SYSTEMS ON

FOOD ACQUISITION ....................................... 21

MEASURING FOOD ACQUISITION ......................... 22

-- TOTAL DOLLAR VALUE OF FOOD ACQUIRED ................ 24

Question: In the aggregate, do donated
_ commodities replace or supple-

ment foods purchased by SFAs?
Do the CLOC and CASH systems
have an impact on food supple-

- mentation? 24eeeeeeeeeeeeeeeeeeeeeeleoe

Question: Do the CASH and CLOG systems

_ have an impact on the market

value of the subsidy received
from USDA? .......................... 26

iii



TABLE OF COMTEMT$
(continued)

Pa_e

Question: Do the CASH and CLOC systems
have an impact on the dollar
value of food acquired by SFAs? ..... 27

THE USE OF INVENTORIES OF USDA COMMODITIES ......... 30

Question: Do the CASH or CLOC systems
have an impact on size of
inventories? ........................ 30

END COST OF DONATED COMMODITIES AND

COMMERCIAL PURCHASES ............................... 34

Question: Is the end cost of commercial

purchases by SFAs higher or
lower than the end cost of com-

parable foods once storage_

transportation_ and program ad-
ministration costs for commodi-

ties are taken into account? ........ 34

THE TYPES OF FOOD ACQUIRED ......................... 37

Question: Do the CASH or CLOC systems have
an impact on the mix of foods
acquired by SFAs? ................... 37

Question: Do the CASH and CLOC systems
have an impact on the extent to
which acquired foods are pre-
pared or processed? ................. 39

Question: Do the CASH or CLOC systems
have an impact on the form of
foods acquired by SFAs? ............. 43

Question: Do CLOC SFAs use their letters
of credit to purchase foods in
different forms from those

donated by USDA? .................... 43

Question: Do CASH and CLOC SFAs purchase
foods that are comparable in
quality to USDA-donated foods? ...... 45

iv



-- TABLKOFCONTENTS
(continued)

Pa6e

-- CHAPTER THREE: EFFECTS OF THE CASH AND CLOC SYSTEMS ON
AGRICULTURAL COMMODITY MARKETS ......................... 49

-- CONVERTING FOOD ACQUIRED TO AGRICULTURAL
COMMODITIES ........................................ 49

AGRICULTURAL SUPPORT UNDER THE
COMMODITY PROGRAM .................................. 52

Question: Under the COMMODITY system,
-- how large is NSLP food acqui-

sition in relation to total

domestic agricultural produc-
tion? ............................... 54

EFFECTS OF THE CASH AND CLOC SYSTEMS ON
AGRICULTURAL MARKETS ............................... 59

Question: What is the effect of the CASH

and CLOC systems on the agri-
_ cultural commodities contained

in food items acquired by
schools? What are the implica-
tions of any changes for farm

-- prices and producer incomes? ........ 59

Question: Are there changes in the timing
-- of school commodity demand attri-

butable to CASH and CLOC which

are likely to affect agricultural
markets? ............................ 66

CHAPTER FOUR: EFFECTS OF THE CASH AND CLOC SYSTEMS ON
-- OPERATING COSTS ........................................ 69

SCHOOL FOOD AUTHORITY COSTS ........................ 70

Question: Do the CASH or CLOC systems
have an impact on food costs? ....... 70

-- Question: Do the CASH or CLOC systems
have an impact on labor costs? ...... 73

-- Question: Do the CASH or CLOC systems

have an impact on storage and

transportation costs? ............... 75

v



TABLE OF CO_q_TS
(coatlnued)

Pa_e

Question: Do the CASH or CLOG systems
have an impact on miscellaneous
costs? .............................. 76

Question= Do the CASH or CLOC systems
have an impact on total costs? ...... 77

STATE AND FEDERAL COSTS............................ 77

Question: Are there administrative cost
savings associated with the
CASH and CLOC systems at the
state or Federal levels? ............ 78

CHAPTER FIVE: EFFECTS OF THE CASH AND CLOC SYSTEMS ON NSLP
PARTICIPATION AND ON THE NUTRITIONAL VALUE OF
FOOD AVAILABLE ......................................... 83

STUDENT PARTICIPATION IN THE NSLP .................. 83

Question= Do the CASH and CLOC systems
have an impact on overall
student-level participation
in the NSLP? ........................ 84

QuEstion= Do the CASH and CLOC systems
have an impact on participation
rates for children qualifying
for free meals, for reduced-

price meals, for full-price
meals? .............................. 84

NUTRITIONAL VALUE OF AVAILABLE FOODS ............... 86

Question: Do the CASH and CLOC systems

have an impact on the nutrients
contained in the foods avail-

able for use in school feeding

programs? ........................... 87

Question: Do the participating SFAs
acquire foods that meet the
nutritional standards set forth

for the NSLP? ....................... 89

vi



-- TABLE OF CONTESTS
(continued)

Pa_e

CHAPTER SIX: FEASIBILITY OF ADMINISTE_tlNG AND MONITORINC

ALTERNATIVES TO COMMODITY DONATION AND EFFECTS

OF OTHER PROGRAMS THAT USE COMMODITIES ................. 93

ADMINISTRATION OF CASH AND CLOC MODELS ............. 94

Question: What is the most feasible way
to administer a national CASH

or CLOC system? ..................... 94

-- MONITORINC UNDER CASH AND CLOC SYSTEMS ............. 98

Question: How should monitoring of

_ national CASH and CLOC systems
be administered, and what
aspects of the system should
be subject to monitoring? ........... 98

EFFECTS ON OTHER PROGRAMS THAT USE COMMODITIES ..... 101

_ Question: What might be the effect on
other programs that use commo-
dities if the NSLP moves to a

CASH or CLOC system? ................ 101

ADMINISTRATIVE COSTS OF A CASH OR CLOC SYSTEM ...... 105

-- Question: How would administrative costs
of a national CASH or CLOC

system compare with administra-
_ rive costs of the commodity

program? ............................ 105

-- APPENDIX A: STATE OPERATIONS OF THE COMMODITY DONATION
PROGRAM................................................ 107

__ PROGRAM ADMINISTRATION ............................. 107

ORDERING AND ALLOCATION OF COMMODITIES ............. 108

-- STORAGE AND DISTRIBUTION OF COMMODITIES ............ 108

COMMODITY PROCESSING ............................... 109

vii



TABLE OF CONTL_TS
(continued)

Pa_e

APPENDIX B: OPERATIONS OF THE CLOC AND CASH SYSTEMS AS
IMPLEMENTED IN THE DEMONSTRATION ....................... 111

COMPARISON OF COMMODITY_ CLOC, AND
CASH SYSTEMS ....................................... 111

ESTABLISHMENT AND DISTRIBUTION OF COMMODITY

ENTITLEMENTS ....................................... 113

APPENDIX C: ESTIMATING ADDITIONAL PER POUND COSTS OF THE

COMMODITY SYSTEM ....................................... 123

FEDERAL AND STATE ADMINISTRATION ................... 123

DISTRIBUTION FROM STATE DROP POINTS TO SFAs ........ 123

WITHIN-SFA WAREHOUSING ............................. 124

SUMM_Y OF ADDITIONAL COSTS ........................ 125

viii



LIST OF R"fglBITS

-- Page

Exhibit 1.1 USDA-Assigned Value of Commodities, By Program,
_ FY1984 ............................................... 4

Exhibit 1.2 Evaluation Design .................................... 12

-- Exhibit 1.3 Sample Table: Effect of the CASH and CLOC Systems
on Selected Cost Elements ............................ 14

-- Exhibit 1.4 List of SFAs Participating in the Demonstration
By FNS Region, State, and Demonstation Alternative... 15

Exhibit 2.1 Reduction in Food Purchases from SFA Funds that

Results from the Receipt of USDA Subsidies ........... 25

Exhibit 2.2 Effect of the CLOC and CASH Systems on the Market
-- Value of USDA Entitlement and Bonus Commodities

Received per Lunch Equivalent ........................ 27

_ Exhibit 2.3 Effect of the CLOC and CASH Systems on the Market

Value of Total Food Acquired Per Lunch Equivalent .... 29

Exhibit 2.4 Market Value of Foods Held in Inventory by Source:

-- Donated Comodities and Locally Purchased Foods ....... 31

Exhibit 2.5 Market Value of Beginning and Ending Inventories
-- of USDA Commodities for Grain Products, Beef,

and Fruits ........................................... 32

Exhibit 2.6 Average Monthly Inventory, by Demonstration

Alternative, SY1981-82 and SY1983-84 ................. 33

Exhibit 2.7 Comparison of Prices Paid by USDA with Prices Paid
-- by SFAs for Comparable Food Items, SY1981-82 ......... 35

Exhibit 2.8 Comparison of Prices Paid by Large and Small SFAs

_ for Comparable Food Items, SY1981-82 ................. 38

Exhibit 2.9 Effect of the CLOC and CASH Systems on the Share

of the Total Food Dollar Represented by Each of

-- the Major Food Croups 39®®eeeeeeeeeeeee...eoaeeeeeeemee.

I

_ ix



LIST OF P_I'HIBITS
(contlnued)

Pa_e

Exhibit 2.10 Effect of the CASH and CLOC Systems on the Amount
of the Food Dollar Accounted for by Processing
and Distribution Costs ............................... 41

Exhibit 2.11 Forms of Chicken Acquired, by Demonstration
Alternative: SY1981-82 and SY1983-84 ................ 42

Exhibit 2.12 Percentage of Total Dollar Value of Food Acquired
by Form Type: Selected Food Groups .................. 44

Exhibit 2.13 Use of CLOC Entitlement Dollars, SY1983-84 ........... 46

Exhibit 3.1 Farm-Level Agricultural Commodities Examined in

This Study ........................................... 50

Exhibit 3.2 National Estimates of Market Value of Food

Acquired by SFAs Participating in the NSLP, by
Source and Food Group, SY1981-82 ..................... 53

Exhibit 3.3 School Acquisitions of Individual Agricultural
Commodities, SY1981-82 ............................... 55

Exhibit 3.4 Effects on Beef and Corn Production, Prices, and
Receipts, Total Expenses, and Total Net Farm
Income, Average During 1983-85 and During 1988-90 .... 63

Exhibit 4.1 SFA Revenue By Source ................................ 71

Exhibit 4.2 Allocation of SFA Costs .............................. 71

Exhibit 4.3 Effect of the CLOC and CASH Systems on School

Food Authority Costs ................................. 72

Exhibit 4.4 Estimated National Cost of State Distribution

Agencies ............................................. 79

Exhibit 4.5 Estimated Federal Level Costs of the Commodity

Program .............................................. 81

Exhibit 5.1 Effect of the CLOC and CASH Systems on NSLP

Participation ........................................ 85

Exhibit 5.$ Effect of the CLOC and CASH Systems on Nutrients
Available (Per LEQ) for Use in School Feeding

Programs ............................................. 89



-- LIST OF mmIBITS
(contlnued)

Pa_e

-- Exhibit 5.3 Effect of the CLOG and CASH Systems on the
Index of Nutritional Quality ......................... 91

-- Exhibit 6.1 Summary of Administrative Responsibilities for
GASH and CLOG Models ................................. 95

Exhibit 6.2 Cumulative Draw Down for Selected Letters of

-- Credit, 9Y1983-84 .................................... 97

Exhibit B.1 Comparison of Operational Features of the Demon-

- stration Alternatives, 9Y1983-84 ..................... 112

Exhibit B.2 Comparison of USDA Budget Allocation With CLOC

Entitlement Allocation By Commodity: SY1983-84 ...... 116

Exhibit B.3 Sample CLOG Authorization ............................ 118

-- Exhibit C.1 Estimates of Additional Per-Pound Costs Associated

with Administering, Sorting, and Transporting

USDA Donations and SFA Purchases, SY1981-82 .......... 126

xi



mm_CUTIVE SUMMARY

THK R.ESKARGII MANDATE

Schools participating in the National School Lunch Program receive two
_ forms of Federal support from the U.S. Department of Agriculture: (1) cash

subsidies and (2) donated agricultural commodities purchased under price sup-
port and surplus removal legislation. During Fiscal Year 1984, schools in the
National School Lunch Program served 3.8 billion meals, received Federal cash
support of $2.2 billion, and received donated commodities worth $828 million.

What would happen if the Federal system of distributing agricultural
-- commodities to the National School Lunch Program were replaced by an alterna-

tive system which gives schools more control over which foods are purchased?

How would national agricultural markets be affected? How would the foods used

in school lunches be affected? What would happen to the cost of operating the

school lunch program? How would other Federal programs that receive donated
commodities be affected? These and other related questions were posed by

Congress when it mandated a demonstration project as part of the 1981 Appro-

-- priations Bill for Agriculture, Rural Development, and Related Agencies (Pub-
lic Law 96-518).

_ This report evaluates the demonstration project, which began in 1981

and ends in 1985. It provides information to help Congress and the U.S.

Department of Agriculture decide whether the current system of distributing

price-supported and surplus agricultural commodities to schools participating

-- in the National School Lunch Program should be replaced with one of two other

systems. One of the alternative systems replaces donated commodities with a
cash subsidy of $0.115 for each reimbursable meal served in the National

-- School Lunch Program. As long as the cash is used to support the National
School Lunch Program, schools are allowed to spend the funds as they desire.

This system give schools complete control over the foods they acquire.

The second alternative system replaces donated commodities with "com-

modity letters of credit" of equivalent dollar value ($0.115 for each reimbur-
sable meal served in the National School Lunch Program). Letters of credit

-- are issued for particular commodities that the Department of Agriculture is

buying. Schools then use the letters of credit to purchase the targeted

product, in whatever form they desire, from local vendors. This system is
_ intended to allow the Department of Agriculture to retain control over the

types of commodities removed from the market, while giving schools discretion

over the location of purchase, form of the food, packaging, and timing of

delivery.
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This report contains conclusions about:

1) The extent to which the cash and letter-of-credit systems

result in changes in the composition and/or quantity of

food acquired by schools;

2) The impact on agricultural commodity markets of changing

from the commodity program to a cash or Letter-of-credit

system;

3) The effects of the cash and letter-of-credit systems on
the cost of food and the cost of operating the National
School Lunch Program;

4) The effects of the cash and letter-of-credit systems on
the nutritional content of the foods available for use in

school feeding programs, and changes in student-level
participation in the school Lunch program; and

5) The feasibility of administering and monitoring the cash
and letter-of-credit systems on a national basis, and the
impact of such a change on other programs currently eli-
gible to receive commodities (e.g., the Commodity Supple-
mental Food Program or the Needy Families Program).

To evaluate the effects of the three alternative systems--cash, let-
ters of credit, and the Commodity Donation Program--96 school districts from
29 states across the nation participated in a four-year demonstration pro-
ject. Two-thirds of the school districts were assigned to either the cash or
letter-of-credit systems while one-third of the districts continued to receive
donated commodities, serving as a comparison group. Over 1,400 schools are in
the 96 school districts, and they served some 71 million school lunches to
more than 825,000 children--one out of every 50 children in the country.

CONCLUSIONS

This evaluation has focused on the effects of alternatives to com-

modity donation in the National School Lunch Program. The findings presented

in this report show that the three alternatives tested, (1) the Commodity

Donation Program, (2) commodity letters of credit, and (3) cash in Lieu of
commodities, are in Large measure equivalent in their ability to meet the two

overarching objectives of commodity donation in the National School Lunch

Program--support for the American farmer and provision of nutritious foods for

use in the school lunch program. However, substantial amounts of donated

commodities are used by other Federal programs, and a move of the school lunch

program to a cash or Letter-of-credit system could have negative consequences
for the other programs that use commodities.
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-- Food Acquisition

A central objective of the commodity system is to stabilize agricu[-
-- rural markets and improve farm incomes. Attainment of this objective is

dependent on the extent to which school districts supplement or replace their
own purchases with donated commodities and the extent to which the Department
of Agriculture and schools acquire processed or prepared foods rather than

-- basic agricultural commodities. Analysis indicates that the commodity system
substantially supplements school food purchases, and that the cash and letter-
of-credit systems provide about the same degree of supplementation as the
commodity system.

This demonstration project was designed to examine the effects of cash
and letter-of-credit systems under which the Federal outlay for cash or let-
ters of credit would be the same as the Federal outlay for commodities. In
considering the effects of the cash and letter-of-credit systems, it is impor-
tant to distinguish the system by which school districts receive their en-

-- titlement (commodities, cash, or letters of credit) from the market value of
the entitlement.

The market value of the entitlement received under the cash and

letter-of-credit systems was $0.0& per meal Lower than the market value of the
entitlement commodities received under the commodity system. The difference
in the market value of the entitlement is attributable to the fact that: (a)

-- the Department of Agriculture's outlay for the entitlement was the same for

all three groups ($0.115 per NSLP lunch), and (b) the Department of Agricul-
ture paid lower prices for the food items donated to the school districts than

-- the school districts would have paid for the same items if purchased in the
open market.

The Department of Agriculture's outlay in the form of donated food is
therefore 'worth' more to the school districts than the Department's outlay in
the form of cash or letters of credit. From the school districts' perspective
it matters little that the Department of Agriculture paid $1.19 per pound of

--- donated ground beef; the donated ground beef is worth $1.30 per pound to the
school districts, since this is what it would cost the districts to purchase

the ground beef. To the school districts, the $0.04 reduction in the market

_ value of the entitlement represents a real loss.

Results of the study indicate that the system by which school dis-
tricts receive their entitlement--commodity, Letters of credit, or cash--has

-- no effect on the total dollar value of food acquired per meal. Had the market

value of the entitlement been the same for all three groups, there would have

been no difference in the dollar value of food acquired per meal under the
three systems. However, because the market value of the entitlement received

by the cash and letter-of-credit school districts was $0.04 per meal less than

that of the commodity school districts during the demonstration project,

schools augmented purchases out of their own funds by $0.01 per meal, leaving

-- a net reduction of $0.03 per meal in the total dollar value of food acquired
per meal by the cash and letter-of-credit schools. While the cash and letter-

of-credit school districts clearly experienced a reduction in the value of the
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subsidy received from the Department of Agriculture, there was no commensurate

saving for the Department.

Although food acquisitions in this demonstration dropped by $0.03 per

meal under the cash and letter-of-credit systems, it would be incorrect to

conclude that this implies national savings. The reduction in food acquisi-

tions comes not from school outlays, which actually increased by $0.01 per
meal under the cash and letter-of-credit systems. Nor does it come from

reduced Federal outlays, which were held constant at $0.115 per reimbursable

meal. Rather, the reduction occurs because the market value of the entitle-

ment commodities given to commodity schools in the demonstration was greater
than the market value of the entitlement subsidies given to cash and letter-
of-credit schools.

The Federal outlay for commodities does not include all of the costs
associated w/th the use of donated commodities in the National School Lunch

Program. State and local costs for storage and transportation of donated
commodities, as well as Federal, state and local costs to administer the

commodity system are not included in the Federal outlays for commodities.

When all costs associated with the donation of commodities are considered, the
end cost of purchased food items is the same or lower than the end cost of

comparable donated food items.

The cash and letter-of-credit systems affected the type of food
acquired by school districts. Schools used cash and letters of credit to

acquire foods in more highly prepared and processed forms than foods that were

donated by the Department of Agriculture. Because of this flexibility, many

schools may prefer the cash or letter-of-credit systems to the commodity
program. However, the commodity program could be modified to incorporate more

of the flexibility desired by schools.

While the cash and letter-of-credit schools acquired more ready-to-use
foods, there was no impact on the mix or form of foods acquired. Cash and

letter-of-credit schools did not change the proportion of food acquired repre-

sented by each of the food groups examined--changes took place within food

groups rather than across food groups. Similarly, the cash and letter-of-

credit systems did not affect the form of foods acquired--for each food group

examined, the proportion of food acquired fresh, frozen, canned, etc. was the

same as under the commodity system.

Finally, the grade and quality of the foods acquired by schools under

the cash and letter-of-credit systems was more variable than the grade and

quality of donated commodities. This is not surprising given that each school

purchases food to meet its own needs, often without formal purchase specifica-
tions, and that the Department of Agriculture conducts a unified buying pro-

gram.

A_ricultural Markets

For most farm-Level commodities, schools account for a very small por-

tion of the total market, between 0 and 4 percent. Therefore, it is unlikely
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that there would be large effects on national agricultural markets as a result
of moving to a cash or letter-of-credit system. Findings from the evaluation

are that the cash and letter-of-credit systems do lead to reduced use of beef,

chicken, and dry beans. However, the magnitude of the reductions is very

small relative to other market influences and as a consequence the reductions
are not expected to affect farm prices and income.

The cash and letter-of-credit systems affected the timing of acquisi-

tions for only two of the commodities examined, beef and turkey. However,

even for these commodities, the differences in timing of acquisitions is
-- unlikely to affect commodity markets. The magnitude of the differences in the

timing of commodity acquisitions that result from the cash and letter-of-

credit systems is too small to have an effect on market prices for these
_ commodities.

Cost of Operating the School Lunch Program

The total per-meal cost under the commodity system was $1.52 with food
costs accounting for 52 percent of the total. As noted earlier, the market

-- value of donated commodities given to commodity schools was about $0.04 per
meal higher than the per-meal subsidy given to cash and letter-of-credit

schools. To partly offset this discrepancy, cash and letter-of-credit schools

increased their own outlays for food by about $0.01 per meal, leading to about

a $0.03 per meal reduction in the value of food acquired under the cash and
letter-of-credit systems.

-_ Storage and transportation costs associated with donated commodities

were reduced in cash and letter-of-credit sites because of reduced commodity
receipts and reduced commodity inventories. However, storage and transporta-

tion costs account for only 2 percent of total per-meal costs. Savings would
be $0.012 per meal ($53.8 million nationally) under a national letter-of-
credit system and $0.014 per meal ($62.7 million nationally) under a national
cash system.

Thus, during this demonstration the increase in local outlays for food
of $0.01 per meal ($44.8 million nationally) was more than offset by the say-

_ ings for storage and transportation under the letter-of-credit and cash sys-

tems. Further, if bonus commodities were to be eliminated, or included as

part of a cash or letter-of-credit system, or distributed through some other

means, local commodity inventories would drop to zero, as would commodity

-- receipts, with correspondingly greater savings in storage and transporta-

tion. However, the consequences for food costs or agricultural markets of
dealing with bonus commodities in any of these ways is unknown.

Labor costs account for 40 percent of total costs and were unaffected

by the cash and letter-of-credit systems. Because cash and letter-of-credit

schools purchased more highly prepared and processed foods than commodity
schools, labor costs for food preparation were expected to decrease. Labor

costs were not reduced, perhaps because cash and letter-of-credit schools knew

that they were participating in a demonstration--originally scheduled to last

-- two years and later extended to three years. School cafeteria managers
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